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1952: DEFENSE WITH OR 
WITHOUT INFLATION? 


Defense contributed 

only indirectly to inflation last year, 
and price increases were small. 

In 1952 the defense program, 

directly or indirectly, will be 

a more dominant force in the economy 
than in 1951. 

Capital expenditures will be large 

and incomes are likely to rise further. 
Some of the forces which held down 
inflation in 1951 appear to be weakening. 
After a lull in the early months 

of this year, inflationary pressures 

are likely to become stronger 

than the deflationary forces. 


CURRENT TRENDS 


Most business indicators in November 
showed little inclination to advance. 
Production, employment, construction 
contract awards, and mining declined. 
Department store sales and 

consumer prices rose slightly, 

and the money supply continued upward. 
In December, bank lending increased 
for both the district and the nation. 
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1952: DEFENSE WITH OR WITHOUT INFLATION? 


January is the month of gates and doors named after an ancient Roman deity who was in charge 
of these barriers to passageways. Janus enjoyed the convenience of two faces—one for looking 
backward, one for looking ahead. Janus-like, we are giving over this issue of the Business 
Review to a quick look back at 1951 and a longer contemplation of business prospects in 1952. 

The 1951 passageway through which we have just trod was an orderly and rather pleasant 
march, on the whole. To be sure, there were some squawking and occasional gaps or crowd- 
ing in the ranks, but squawking is part of a democracy and “goose stepping” is not. 

It is too early to report the grand total of last year’s business activity, but enough returns are 
in already to know that it will add up to about $325 billion worth of goods and services pro- 
duced. Roughly speaking, only one-eighth of that was for defense which, together with the 
civilian seven-eighths, was produced with only moderate inflation. 

The year 1952 will be different in at least one important respect: the defense program, either 
directly or indirectly, will dominate the economy to a greater extent than it did in 1951. Be- 
cause of defense needs, the Government will absorb a larger part of our national output. Busi- 
ness will require a large volume of resources for the construction of plant and equipment 
essential for defense. Civilian consumers will get whatever is left—in many cases less than was 
available in 1951. Inflationary pressures are likely to be resumed. How strong they will be 
and how much they will be reflected in rising prices will depend on many things which cannot 
be foreseen now. From where we stand at present, it seems that inflationary pressures may not 
begin to reassert themselves until, perhaps, mid-year, and that they should not be so great as 
to produce runaway price increases. But this picture could change suddenly. We should be pre- 
pared to hit inflation if it rears its head in 1952. 

At the outset of 1952, the year before us can be viewed in three closely related ways. One 


important aspect of it is largely physical—the production of goods. Another is to a large extent 
financial—the spending for goods. Finally, there is the problem of how to deal with inflation. 
Let us take up each of these three problems in turn. 


PRODUCING GOODS 


Production for defense promises to be the keynote of 


that the schedule is too rigorous in view of the gallop- 
ing technology in machinery of war, with new and un- 


business for 1952. This, of course, is based on the as- 
sumption that Congress will not alter the present defense 
schedule downward in spite of slow peace-making de- 
velopments of almost a half-year’s duration in Korea. 

The defense bill of goods is big. Since it is “classi- 
fied” information, we do not know the specific amounts 
and kinds of trucks and tanks, planes and missiles, elec- 
tronics and pyrotechnics, and related battle gear; but 
we do know that it adds up to a huge sum of money. 
Charles E. Wilson, Director of Defense Mobilization, 
stated that contracts were being let at the rate of $4 bil- 
lion a month, that deliveries were emerging at the rate of 
$5 billion a quarter, and that deliveries would reach a 
quarterly rate of $10 billion to $11 billion by the third 
quarter of 1952. Such are the magnitudes of the defense 
mobilization program. 

The program is behind schedule. Defenders point out 


usual machine tool requirements, the outrageous de- 
mands for kilowattage and related difficulties of a tech- 
nical nature. Side-line critics point the finger at Con- 
gress, at the Pentagon, and at the vast multitude of 
people with an attitude of me-first-and-after-that-defense, 
which excludes almost no one. Whatever the answer to 
this problem, the fact is that defense activity will in- 
crease in 1952. That will have a direct effect upon busi- 
ness and it will permeate the entire economy, directly 
or indirectly. 

By all indications, 1952 promises to be a busy year. 
To produce all the goods and services required by the 
Government, plus all things required or desired by con- 
sumers, plus all materials and services required by busi- 
nessmen in their efforts to serve both masters—military 
and civilian—calls for a huge output. That output may 
be contemplated in terms of gross national product— 
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$350 billion, more or less—or it may be contemplated 
in its various non-monetary measures, such as man-hours 
of toil (approximately 120 billion) or an index of physi- 
cal production like the Federal Reserve Board’s (prob- 
ably 230 vs. last year’s 220). 

Whether total output will measure up to the magni- 
tudes cited above as tentative goals or schedules depends 
upon our capacity to produce. Capacity is an elusive con- 
cept. It sounds so simple, but it is so full of complexi- 
ties. The defense schedule, to begin with, is full of 
complications. Designs and specifications for things like 
jet planes are hard but not fast; that is, the parts con- 
sisting of new hard alloys require new machine tools, 
jigs, and fixtures which in turn take a lot of designing 
and engineering talent and before the new planes come 
off the final assembly line, plane designers come up with 
new and improved designs for yet more battle-worthy 
fighter craft. Such are the woes of production for de- 
fense—some of them. 

Another major complication imposed by the expand- 
ing defense program upon total capacity is the matter 
of materials. All production lines feed on basic materials 
like aluminum, copper, iron, lead, magnesium, steel, tin, 
and zinc. Capacity to produce these and other basic 
items is inadequate, and the process of expanding ca- 
pacity momentarily accentuates the shortages because 
these same materials go into the new plants being con- 
structed and equipped. The Controlled Materials Plan— 
an evidence of the over-all shortages—is a device for 
directing available materials into most urgent channels. 

Another element of capacity is power—electrical en- 
ergy. Aluminum, so vital for defense, requires a huge 
amount of electricity to extract the metal from the ore. 
Below-normal rainfall in the Pacific Northwest last sum- 
mer slowed down the electric generators and knocked 
thousands of tons of aluminum out of the schedule. 

Still another indispensable ingredient of capacity is 
labor power. A national labor force of 64 million peo- 
ple sounds impressive, particularly when accompanied 
by an almost all-time low unemployment, but big ag- 
gregates like 64 million leave a lot untold. Modern tech- 
nology, especially the technology of defense, imposes 
a heavy burden on high and rare skills. Of technicians 


and skilled workers there is a serious shortage, and 


training is time-consuming. Moreover, much defense 
work is also time-consuming because specifications are 
so precise and workmanship so exacting. 


SPENDING FOR GOODS 

Whether we will see a revival of inflation in 1952 and, 
if so, how much, will depend on the vigor with which 
Government, businessmen, and consumers spend for the 
limited amount of goods available. All three groups will 
be in the market, and if we have inflation it will be 
because buyers backed by too much purchasing power 
will be trying to bid the limited amount of goods away 
from each other. 

Government policies will have a great influence on the 
spending picture. During 1951, Federal, state and local 
government purchases of goods and services took about 
$63 billion, or one-fifth of all goods and services pro- 
duced. In the coming year, Government will spend a 
much larger amount and will take a greater share of the 
gross national product. It is important, therefore, that 
Government spending and taxing policies be designed to 
hold down inflationary pressures rather than contribute 
to rising prices. More of this later. 

Indirectly, Government policies will also have a pro- 
found effect on how much business and consumers spend. 
Goods and services that businessmen buy from each 
other may be considered in two broad categories: inven- 
tories, and outlays for plant and equipment, commonly 
called capital expenditures. 

Total business inventories, exclusive of those on farms, 
are estimated to be $70 billion—the dollar valuation, 
unfortunately, being the only way of consolidating the 
heterogeneous materials in the hands of the country’s 
almost 4 million business enterprises consisting chiefly 
of manufacturers, wholesalers, and retailers. With minor 
exceptions here and there, business inventories are high 
but probably not too high in view of things to come. 
There does not seem to be much prospect that inven- 
tories will go much higher in physical quantities this 
year, though the total valuation is subject to consider- 
able change depending upon the course of prices. 

Business expenditures for plant expansion and mod- 
ernization of equipment were also high last year, and 
promise to go still higher this year. Last year’s outlays 
totaled $23 billion, a record, and outlays for the first 
quarter of 1952 are estimated to be almost $6 billion, or 
18 per cent above the first quarter of last year, according 
to the S.E.C.-Department of Commerce. In manufac 
turing, the big expanders are the steel, transportation 
equipment, petroleum, and chemical industries. In Phila- 
delphia, by way of contrast, the outlook is just the op- 
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posite, according to our own survey as reported in our 
November Business Review. Local manufacturers are ap- 
parently planning to cut back their capital outlays about 
20 per cent below last year’s expenditures. The local 
survey was confined to Philadelphia proper, however, 
and we know of large expansion projects within the 
larger Philadelphia metropolitan area of which the new 
Fairless steel mill is the major project. 

More money was spent on construction during 1951 
than ever before. Expenditures amounting to nearly $30 
billion were up 7 per cent from the 1950 total, but the 
margin of gain was entirely absorbed by higher con- 
struction costs. Much larger outlays of public funds 
directed chiefly toward defense plant, institutional, and 
military construction accounted for the year’s increase 
in dollar volume. Expenditures of private funds were 
virtually the same as in 1950. In this category outlays 
for housing, retail stores, and recreational buildings 
declined rather sharply in 1951, but the loss was offset 
by the virtual doubling of expenditures for industrial 
construction. Restrictions on housing and commercial 
building and delays on other types of non-defense proj- 
ects attributable to material shortages produced a grad- 
ual decline in total construction expenditures during 
the second half of 1951. These same factors are likely 
to have a further dampening effect on construction ac- 
tivity during the coming year. 

How much consumers will spend this year is one of 
the most important factors in the outlook, but unfor- 
tunately one of the most difficult things to predict. You 
never can tell exactly which way the consumer is going 
to “jump.” If you have been watching him recently, 
however, you became more and more convinced of one 
thing: the consumer has lived through several years of 
inflation and is now ready to look out for his own inter- 
ests if prices rise. Soon after the communists invaded 
South Korea, the American consumer invaded the stores, 
expecting many goods to become scarce or completely 
unavailable. When he realized that shortages were not 
developing, he scaled down his spending only to resume 
about a year ago when the Chinese entered the war. 

Last year consumers spent slightly over $200 billion, 
of which a little over half was for nondurable goods, 
about one-eighth for durable goods, and about one-third 
for services of various kinds. Throughout the year, spend- 
ing did not maintain the vigor exhibited at the outset. 
This tendency was observed with considerable chagrin 
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by department store merchants. Department store sales 
in the Philadelphia Federal Reserve District, expressed 
in an index anchored to 1947-1949 as 100, declined from 
a peak of 125 in January to a low of 103 in June, after 
which there was some recovery but by no means enough 
to bring cheer to the merchants. True, the January 
high was quite unusual, but so was the late-year low. 
For almost nine months, people have been somewhat 
parsimonious in their patronage at the stores in view 
of the high consumer income. By invoking the alleged 
law of action and reaction a good case could be made for 
an early resumption of increased consumer spending. 
But we do not want to press the case too hard because 
many so-called economic laws always seem to reserve 
the right to depart from custom at will and without 
warning. 

In recent months, merchants have succeeded in re- 
ducing their formerly heavy inventories to a lower and 
somewhat more comfortable relationship to sales. In- 
ventories, still somewhat heavy in certain items, might 
be translated into shortages quickly, if some incident 
were to stampede consumers into a buying wave like 
last winter’s, or slowly, if the expanding defense program 
encroaches upon civilian life step by step. If the con- 
sumer should again begin to fear rising prices and 
widespread shortages, he might well go on another des- 
perate buying spree. Whether or not we have more infla- 
tion, therefore, will depend a great deal on whether 
consumers can be convinced that there need be and that 
there will be no more inflation. 


It All Takes Money 


Spending is the result of two things: willingness and 
ability. Business and Government apparently are will- 
ing, but consumers are more in doubt. How about ability 
to spend? All this spending takes money, and how much 
business, consumers, and Government will spend during 
the coming year will depend on the total amount of 
money available for spending and the rapidity with which 
this money is used. During the early months of 1951, 
the rate at which money circulated continued an upward 
trend, reflecting the spending spree after the Chinese 
entered the war. Since March, however, the rate of 
money turnover has declined and for the year as a whole 
there has been practically no net change in the rate. 
Spending, of course, will not necessarily be limited 
to the money already on hand. By borrowing from the 
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commercial banks, business, consumers, and Government 
obtain new money which results in an expansion in the 
total money supply. When this happens, inflationary 
pressures are increased unless production also increases. 
During eleven months of 1951, total deposits and cur- 
rency outside banks expanded by about $6 billion, 
mostly reflecting increased lending by commercial banks. 

Business continued its borrowing from banks in the 
early months of 1951, a period when such borrowing 
usually declines. After leveling off for about four months, 
business loans again rose in the latter part of 1951 about 
as much as they usually do at this time of the year. 
For 1951 as a whole, the increase in business loans at 
weekly reporting banks in the United States was about 
the same as for 1950, but was substantially less during 
the last three quarters than in the same period of 1950. 
The percentage increase in the Third District was some- 
what greater than in the United States. A large part of 
the lending to business, of course, was either directly 
or indirectly for defense work. At the weekly reporting 
banks in the Third Federal Reserve District, loans to 
finance defense or defense-supporting activities rose 
rather steadily from May to the end of the year. Lending 
for non-defense activity, on the other hand, remained low 
during May, June, and July and subsequently rose more 
rapidly than defense loans. 

Consumers have been erratic in their spending, and 
may be so again in 1952. Their decisions will have an 
important bearing on the flow of money through the 
economy. During 1951, consumer personal incomes rose 
steadily. After buying freely during the first quarter of 
the year, however, consumers spent a fairly constant 
amount. The result of rising incomes and a fairly con- 
stant level of spending, of course, was more saving. 
Some of these savings has been put into liquid assets 
of one kind or another—bank deposits, saving and loan 
shares, and insurance. 

Some of the savings went to repay debt. Evidence 
of this is the fact that for the first calendar year since 
World War II the volume of outstanding consumer credit 
failed to rise substantially. One reason for this, of course, 
is that consumers did not continue to spend all of their 
increasing income. Regulations on consumer credit helped 
to dampen the demand for consumers’ durable goods. 
Pursuant to the Defense Production Act of 1950, the 
Board of Governors reissued its Regulation W in Sep- 
tember of 1950 and further tightened the terms in Oc- 


tober of that year. From October of 1950 to July 195] 
the outstanding instalment credit declined by about 
half a billion dollars. In renewing the Defense Produc. 
tion Act last summer, however, Congress provided that 
the Regulation could not be more restrictive than certain 
specified down payment and maturity provisions pro- 
vided in the Act. This, of course, necessitated the re- 
laxation of the Regulation, the new terms becoming 
effective at the end of July. Partly for this reason, the 
volume of instalment credit rose somewhat between July 
and the end of the year. 

A similar development occurred in the field of real 
estate credit during 1951. The Defense Production Act 
of 1950 authorized the imposition of restraint on real 
estate credit, and in October of that year the Board of 
Governors issued its Regulation X applying to credit 
in connection with new homes and additions and im- 
provements to existing homes. At the same time, the 
Housing and Home Finance Agency issued regulations 
restricting credit on houses financed with Government 
guarantee and insurance. In January 1951 the regula- 
tions were extended to multi-family dwellings and in 
February to non-residential construction. Through Aug- 
ust the number of private housing starts in 1951 fell 
below the preceding year by progressively larger per- 
centages. The volume of mortgage lending remained high, 
but in some cases not as high as in 1950. 

Although the large volume of outstanding commit- 
ments made the regulation necessarily slow in taking 
effect, Regulation X and its companion restrictions un- 
doubtedly contributed to a lower volume of construction 
activity for non-defense purposes and a lower volume 
of mortgage lending. Congress, in fact, decided that the 
regulations had been too restrictive, for in the Defense 
Housing Act it, in effect, relaxed the Regulation by pro- 
viding that terms could not be more restrictive than 
certain specified down payment and maturity provisions 
in the Act. Probably even more important in slowing 
down the volume of mortgage lending was the accord 
reached by the Federal Reserve and the Treasury and 
subsequent developments in the Government securities 
market. Insurance companies and other lenders had be- 
come heavily committed to make mortgage loans, ex- 
pecting to meet many of these commitments by selling 
Government securities. When prices of Government se- 
curities dropped below par, these lenders became cau- 
tious in making new commitments. The result was that 





the supply of funds in the real estate market became 
considerably tighter, particularly in the field of loans 
guaranteed by the Veterans Administration where the 
rate is fixed at 4 per cent. 


DEALING WITH INFLATION 


The torrent of buying touched off by the outbreak of 
fighting in Korea in mid-1950 hit the economy when 
it was already operating close to capacity. Although 
the physical output of goods and services rose, it was 
insufficient, as we have seen, to absorb the upsurge in 
spending without prices being pushed upward during 
the second half of 1950 and the early part of 1951. 

Wholesale prices bounded upward in the latter part of 
1950 and reached their peak in March of last year. After 
March there was a slow but fairly steady decline until 
September. The all-commodity index has been stable 
during the last few months at a level about 13 per cent 
above June 1950. Prices of raw materials and semi- 
finished goods moved more rapidly and through a wider 
range than finished goods. Since last March these two 
groups have registered appreciable declines. The prices 
of finished goods, however, moved up more slowly and 
did not reach their peak until May. Since May they have 
declined much less than raw materials and semi-finished 
products. 

The rise in consumer prices lagged behind that of 
wholesale prices but continued longer. The index of 
consumer prices reached a plateau in May, about 9 
per cent above June 1950, where it remained through 
the summer months. It resumed its upward trend in the 
fall. Wearing apparel, food and housefurnishings cost 
the consumer about one-seventh more at the end of 1951 
than in June 1950. Rent, fuel and electricity were up 
about 6 per cent. 


Causes of Inflation 


Are inflationary or deflationary pressures likely to pre- 
vail in 1952? It may throw some light on this question 
to examine why total spending became generally exces- 
sive in the last half of 1950 and in early 1951. In ex- 
amining the causes of inflation, it will be convenient 
to consider two segments of the spending stream—private 
and Government. 

The first upsurge of inflation, following Korea, was 
brought on by the torrent of private spending which 
arose from the speculative reaction of consumers and 
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businessmen. In an effort to “stock up,” consumers and 
businessmen not only spent most of the current income 
at their disposal, they borrowed heavily and dipped into 
their savings, as was pointed out above. Borrowing from 
the banks—whether by consumers, business firms, or 
the Government—places new deposits at the disposal of 
the borrower, and the quantity of money available to 
spend is increased. The essence of the borrowing device 
is that it enables one to convert a part of his future 
income into money which can be used to meet current 
expenditures. The rate of turnover of deposits also rose. 
An increase in the number of times a dollar passes from 
buyer to seller in a given period of time pushes up total 
spending just the same as an increase in the total quan- 
tity of dollars available to spend. 

The defense program, which contributed only indi- 
rectly to inflation last year, may well be a direct source 
of inflationary pressure in the near future. Every dollar 
paid out by the Government for tanks, guns, airplanes, 
food, clothing, and the many other things required for 
defense, gives someone another dollar to spend. But 
defense production does not put any more goods in the 
stores for these dollars to buy. It fact, by diverting raw 
materials from civilian to defense purposes it reduces 
the supply of goods which otherwise would be available 
to civilians. Unless, therefore, the Government siphons 
back as many dollars as it pays out, it tends to create 
an inflation gap between buying power and the supply 
of goods available for purchase. 


Measures to Curb Spending 
Whether we have inflation in 1952 will depend in part 


on whether effective steps are taken to deal with infla- 
tionary pressures should they re-emerge. The only real 
preventive or cure for inflation is to remove the causes. 
As we have seen, one important cause lies in the mone- 
tary sector—a more rapid rate of turnover of deposits, 
and a substantial increase in the amount of money avail- 
able to spend as a result of borrowing. Since people 
themselves decide how rapidly they will spend the money 
they have, private spending can be curbed only by limit- 
ing the amount of funds placed at their disposal. This 
can be accomplished both by restricting credit expansion 
and by the adoption of appropriate financial policies 
by the Government. 

Curbing Credit Expansion. The problem here is to 
prevent borrowing from generating an excessive amount 





THE BUSINESS REVIEW 


BUSINESS DEVELOPMENTS IN 1951 
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FINANCIAL DEVELOPMENTS IN 1951 
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of spending for the available supply of civilian goods 
and services. Three broad types of measures are being 
used to restrict credit expansion—two by the Federal 
Reserve System and one by the voluntary cooperation 
of the major lending agencies themselves. 

One series of actions by the Federal Reserve System 
is designed to limit the total amount of credit and of 
new deposits made available to borrowers. Since mem- 
ber banks are required by law to keep a certain per- 
centage of their deposits on reserve with the Federal 
Reserve Banks, the amount of new deposits they can 
create via loans and investments is limited by the re- 
serves they have available or can obtain from the Re- 
serve Banks. By limiting the supply of reserves and by 
making reserves more difficult to obtain, the System 
can restrict the amount of credit banks extend to their 
borrowers. Soon after the outbreak in Korea, the dis- 
count rate was increased, making it more expensive 
for member banks to get more reserves by borrowing 
from the Reserve Banks. In January 1951, the percentage 
of deposits member banks were required to hold in re- 
serves was increased. This reduced the amount of free 
reserves available for new loans and investments. It also 
immobilized the reserves acquired by member banks as 
several hundred million dollars of currency in circula- 
tion flowed back to the banks, and from them to the 
Federal Reserve Banks, following the holiday season. 

The policy of supporting the prices of Government se- 
curities frequently resulted in substantial additions to 
bank reserves during the post-war period. As banks, in- 
surance companies, and other lending agencies sold 
Governments to get funds for loans and other invest- 
ments, Federal Reserve purchases in supporting the 
prices of Government securities were often substantial. 
These purchases gave the banks more reserves and 
tended to increase the money supply. After the accord 
with the Treasury last March, the Federal Reserve Sys- 
tem began directing its purchases and sales of Govern- 
ment securities more toward their effect on the supply 
and availability of bank reserves and less toward main- 
taining pegged prices for Government securities. By 
limiting its purchases of Governments the System re- 
duced the supply of reserves it made available to the 
banks. Reduced purchases by the System also resulted 
in a decline in the price of Government securities, sev- 
eral of the longer-term issues dropping below par. Lend- 
ing institutions became less willing to use this source 
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of funds as the prices of Government securities declined. 
The tendency, therefore, was for lending agencies to 
limit the amount of credit extended to private borrow- 
ers to the amount of new funds becoming available from 
savings and repayments on old loans. These actions by 
the Federal Reserve tended to reduce the total supply 
of credit without regard to what it was used for. 

A second broad type of action taken by the Federal 
Reserve System was designed to limit the use of credit 
in particular areas—the stock market, selected consumer 
durable goods, and new construction. As mentioned 
earlier, the Defense Production Act of 1950 restored 
the System’s authority to regulate consumer credit and 
gave it the new responsibility of regulating credit (not 
guaranteed or insured by the Government) for most 
types of new construction. The defense program, as 
pointed out above, requires large quantities of metals 
and other essential raw materials used in producing 
durable consumers’ goods and in new construction. There 
was a special reason, therefore, for Regulations W and 
X which limit the use of credit to buy certain consum- 
ers’ goods on the instalment plan and to purchase new 
homes by establishing minimum down payments and 
maximum repayment periods. These restraints not only 


help to curb spending, they tend to free labor and 


materials needed for defense purposes. 

The Voluntary Credit Restraint Program was a third 
approach to the problem of limiting credit expansion. 
Commercial banks, investment banks, savings banks, life 
insurance companies, and savings and loan associations 
have banded together on their own initiative to reduce 
the amount of credit extended to borrowers. Regional 
committees have been set up throughout the United 
States and cooperating lending agencies are encouraged 
to refer loan applications to the appropriate committee 
when there is any doubt as to whether these applica- 
tions conform to the principles of the program. 

Financing Defense. The defense program will in- 
crease the amount of money people have available to 
spend, unless the Government takes back as many dol- 
lars as it pays out. A first step in removing this source 
of inflation is to hold Federal expenditures to an abso- 
lute minimum. Once they have been reduced to a min- 
imum the only alternative remaining if the Government 
is not to contribute to inflation is for the Treasury to 
dip enough out of our incomes by taxation and borrow- 
ing from non-bank sources to meet all of its expenditures. 





The defense program did not contribute directly to 
inflation during the first year following the outbreak 
in Korea. The tax increases voted by Congress were 
sufficient to provide the Treasury with a substantial ex- 
cess of cash receipts over cash payments in the fiscal 
year ending June 30, 1951. The rise in tax receipts was 
an important factor in curbing consumer spending by 
draining off private purchasing power. During the first 
quarter of 1952 a substantial Treasury surplus will help 
hold down inflation. The longer-run outlook, however, 
is for mounting deficits during the next two fiscal years 
unless expenditures are held below current estimates or 
unless taxes are increased still further. With incomes 
after taxes still at record levels and with a Federal debt 
of $259 billion, a “pay-as-we-go” policy is most desir- 
able. Such a policy would require large sums in terms 
of dollars but not so much in terms of our total output 
of goods and services. It has been estimated that defense 
will take only about 14 per cent of the total output of 
goods and services in the current fiscal year. This is 
far below the 41 per cent devoted to defense in fiscal 
year 1945—the peak year for World War II. To the 
extent, however, that it may be necessary to resort to 
borrowing, the funds should be drawn from non-bank 
sources; otherwise, the Government will be financing 
a part of its expenditures with new money, increasing 
the amount of money people have to spend. 


Price and Wage Controls 


Government regulation of prices and wages is a stabi- 
lization device basically different from the monetary 
and fiscal measures explained above. Monetary and fiscal 
measures are directed toward removing excess purchas- 
ing power which is a major cause of inflation. Price 
and other direct controls, however, which do not get 
at the sources of inflation, only dam up excess de- 
mand behind a wall of regulations. Such controls are 
designed as a direct check on the rising price-wage 
spiral rather than as a remedy for the causes of inflation. 


To the extent that direct controls are effective in 
damping down prices and wages and therefore the dol- 
lar volume of business, they also help curb the demand 
for credit and reinforce measures to restrict credit ex- 
pansion. Unless, however, monetary and fiscal measures 
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are effective in preventing the creation of excess purchas- 
ing power, direct controls are unlikely to be successful 
in holding the line on prices and wages, especially in a 
partially mobilized economy. It does not do much good 
to clamp the lid on the kettle as long as a hot fire is 
burning underneath. 


CONCLUSIONS 


Strong counteracting forces which have given us several 
months of relative stability at high levels of production 
and employment are likely to continue a few months 
longer. Rising defense expenditures, a record volume of 
business capital expenditures, and a steadily rising vol- 
ume of personal income after taxes have been exerting 
strong upward pressures. Hesitant consumer buying, 
liquidation of inventories, cut-backs involved in shift- 
ing from civilian to defense production, and credit re- 
strictions have exerted a downpull tending to offset 
the upward pressures. The result has been a period of 
relative stability. 

The prospects for 1952 are for rising defense expendi- 
tures, another record volume of business capital expend- 
itures, and rising personal income, reflecting both a 
high level of employment and another round of wage 
increases. Some of the counteracting forces appear to 
be weakening. Consumers have the ability to spend and 
a greater willingness may emerge at any time. Inventory 
liquidation and shifting from civilian to defense pro- 
duction should be largely completed soon. The large 
excess of Treasury cash receipts over expenditures in 
the first quarter will tend to hold down total spending. 
After a lull in the early months of the year, however, 
it appears that inflationary pressures are likely to be- 
come stronger than the deflationary forces. 

Another element affecting the economic outlook, not 
considered above, is politics. Nineteen fifty-two is an 
election year. What is done and left undone will be in- 
fluenced by sensitivity of office holders and candidates 
to presumed voter reaction. Voter reaction is not, how- 
ever, predetermined. Of political oratory there will be 
no lull; that is a firm prediction. In November some- 
body is going to be elected or re-elected, and it will be 
time to take another look ahead along the road we will 
be traveling. Both the oratory and the results will influ- 
ence the business outlook, but we are not quite sure how. 
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CURRENT TRENDS 


Business activity in the Third Federal Reserve District was somewhat less spirited in November. Most indexes remained 
at the plateau reached a few months ago. Some changes were recorded, however, and among these were the substantial 
declines in coal mining and construction contract awards and the increases in bank loans and investments. 


Activity in Pennsylvania manufacturing plants, with the exception of those engaged in defense and allied operations, 
was a bit dull. Production and employment declined during the month and were below November 1950 primarily due 
to continued curtailments in the nondurable industries. The more notable soft spots, some of which are seasonal, were 
food, apparel, and some of the building materials. The more direct effects of the mobilization program were apparent 
in the heavy goods group. The producers of primary metals, machinery and transportation equipment, all holders of 
heavy defense contracts, showed the greatest improvement over the previous year. 


Department store sales advanced only 1 per cent from October to November but were considerably above last year’s 
rather low level. Preliminary figures indicate that sales during the Christmas holiday season surpassed those of 1950 
despite some weakness during the first week of December. 


Consumer prices in Philadelphia advanced again during the month. The greatest rise occurred in the cost of miscel- 
laneous items, but food, fuel and housefurnishings also increased. Local families were paying 9 per cent more for 
cost-of-living items than in November 1950. 


Business loans of reporting member banks in the Third Federal Reserve District and the nation rose in the five 
weeks ended December 26, 1951. The loan rise, which is typical for this season, reflected borrowing by the food, liquor 
and tobacco groups, metals and metal products firms, and sales finance companies. During the same period last year, 
borrowing increased at a somewhat faster rate. 


The nation’s private money supply increased by a billion dollars in November. This was the eighth consecutive month 
that deposits and currency holdings of business and individuals advanced. Since mid-year the rise in the private money 
supply has reflected a seasonal increase in bank lending, substantial bank buying of Governments, a gold inflow, and a 
sizable decline in Treasury deposits. 
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MEASURES OF OUTPUT EMPLOYMENT AND INCOME 
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CONSUMER CREDIT 


Loan Credit 
Third F. R. District 


banks 
Industrial banks and loan companies 
Small loan companies 
Credit unions 


PRICES 


Index: 1935-39 average = 100 


Weekly Wholesale Prices—U.S. 
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